This study examines the state of corporate governance in some countries in the Asia-Pacific region. Since the early 1990s, corporate governance has been receiving increasing attention from regulatory bodies and practitioners worldwide. A key aspect of improving corporate governance in the region is that improved investor protection and more transparent information will enhance the development of local capital markets and promote foreign investment to provide funds for long-term economic development. The authors suggest that individual countries should first focus on improving national standards of regulation and corporate practice rather than attempt to reach a common set of matrices from the start. When appropriate governance standards are in place in individual countries, codes of best practice could then be integrated into a consistent framework for all countries to develop more regionally integrated capital markets.
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Corporate governance refers to the system through which the behaviour of a company is monitored and controlled. The significance of corporate governance is that in modern economies large corporations are typically associated with a division of labour between the parties who provide the capital (i.e., shareholders) and the parties who manage the resources (i.e., management). Conflict of interest among the two groups might lead to insufficient monitoring of the executive, suboptimal levels of investment in the firm, or some shareholders being expropriated. In these scenarios shareholders might be hurt if there are not sufficient means to ensure that the company is properly monitored.
Interest in corporate governance by policy makers in developed countries had grown significantly by the early 1990s. Three issues were addressed and studied following a general concern with the overall efficiency of the corporate world. First, did corporate directors and managers receive a clear allocation of responsibilities and were they monitored in an appropriate manner? Second, did the accounting profession deliver a useful set of information for investors so that investment decisions could be made in an efficient way? Third, how was compensation of corporate executives and directors determined in view of the concern that executives were being paid higher and higher compensation packages, some amidst a significant decline in the firm's performance?
The first large-scale official efforts in the OECD countries resulted in the publication of the Cadbury Report (1992) in the United Kingdom of Great Britain and Northern Ireland. The objective of the Cadbury Committee was to investigate how large public companies should adopt corporate governance guidelines with a focus on the procedures of financial report production and the role of the accounting profession. Issues included the role of the board of directors, standards of financial reporting, accountability of auditors, and directors' pay.
A follow-on study was carried out in the United Kingdom with the Greenbury Report (1995) which was released to address in more detail the remuneration of executives and non-executive board members. The Report recommended the setting up of a remuneration committee in each public company to determine the remuneration packages for the board members. It also provided suggestions on the disclosure of remuneration and the setting up of remuneration policy and service contracts and compensation.
Another major effort resulted in the Hampel Report (1998) in the United Kingdom that supposedly served as a concluding study on the issues raised by the Cadbury and Greenbury Reports. Four major issues were discussed with practical guidelines offered: (a) the role of directors; (b) directors' compensation; (c) the role of shareholders; and (d) accountability and audit.
Separate efforts were made in other OECD countries to address similar issues as in the various studies carried out in the United Kingdom. In general, these efforts addressed the notions that decisions made by the directors and executives of a public company should be consistent with the interest of shareholders, and that investors, especially professional institutional investors, should receive adequate, accurate, and timely information concerning the operations and, hence, the value of the firm.
The foundation of corporate governance concerns lies in the ownership structure of firms listed in stock exchanges and the institutional setting of these capital markets. Typically, there is a clear separation between ownership and control in these companies. Directors and key executives, while responsible for the investment and other corporate decisions of the company, are acting as an "agent" for the shareholders of the company rather than as a "principal". Furthermore, directors and officers as a group usually hold a small portion of the equity of the company. Studies carried out in the United States of America suggest that such corporate insiders hold on average about 5 per cent of the shares of the company. It is not clear how these parties will make decisions consistent with the interest of shareholders as a whole.
OECD listed companies are also characterized by significant ownership by institutional investors. The online corporate governance resource centre <www. corpgov.net> states that institutional investors hold about one half of all listed corporate stock in the United States and about 60 per cent in the largest 1,000 corporations. In capital markets outside the United States, the top 25 American pension funds account for 42 per cent of the foreign equity held by all American investors. 1 Table 1 provides pertinent international data of institutional holdings of equity. The table shows that in the period 1990-1991, the holdings by institutional investors, as defined by financial institutions including banks, insurance companies, pension funds, and investment companies, were, respectively, 40 per cent in the United States, 61 per cent in the United Kingdom, 20 per cent in Germany, and 47 per cent in Japan. Pension funds represent the most significant group of institutional investors. In the United States pension funds represent 25 per cent of all equity. This figure is 30 per cent in the United Kingdom. In Germany and Japan, insurance companies represent a large group of institutional investors, 11 per cent and 17 per cent of all equity. These figures suggest that to a significant degree, the ownership structure of corporations in OECD countries is driven by the adoption of universal pension benefit programmes such as ERISA in the United States. 2 The active involvement of institutional investors implies that fund managers (who are agents of fund beneficiaries) demand information matrices through which they can make their investment decisions and an assurance of proper monitoring of public companies. 3 The globalization of capital markets presents a trend in the pursuit for a common set of policy guidelines and codes of practice. At a higher level, policy makers are more and more aware of the benefits of good governance. For the investment community, institutional investors present a dominant force in making portfolio investment decisions outside the home country. An example of pension fund related institutions is the California Public Employees Retirement System (CalPERS). CalPERS is the largest American pension fund and the third largest in the world. CalPERS recognizes that good governance is associated with lower risk and a higher return on the investment of the institution, and actively involves in identifying and investing in companies with good governance practices. Typically, fund managers actively utilize analysis results in their investment decision process. Hence, fund managers contribute to a storing demand for analysis concerning the value of the companies. Corporate governance structure is a key feature that determines firm value. On a separate consideration, the evidence on whether institutional investors actually participate in corporate governance activities is mixed. While there is strong evidence that institutional investors contribute to (and utilize) corporate governance resources, some studies suggest that fund managers in general do not participate in the corporate governance process. For example, fund managers might actively participate in the voting process, go to proxy meetings, etc.
Over the last few years different country groups have been establishing their own common set of benchmarks for corporate governances, for instance, the OECD Council called upon the OECD to develop a set of corporate governance standards and guidelines and published in May 1999 a common set of guiding principles on corporate governance for all OECD member countries. Members of APEC considered that the OECD guidelines have the problem of 'one size cannot fit all' and some may be applicable to some, but not all. APEC countries therefore called upon the Pacific Economic Cooperation Council (PECC) to develop a set of guidelines which were in line with the OECD principles. The APEC guidelines can be considered as a middle step for emerging markets to achieve a better practice of good corporate governance. This set of guidelines forms the standard for individual Governments, regulatory bodies and professional bodies to develop their agendas and with a view to setting up acceptable codes of practice.
I. INTERNATIONAL STANDARDS AND OECD PRINCIPLES
There are several models that describe the nature of the governance systems in corporations. As stated earlier, such a system is the result of the institutional setting and also the culture within which the corporations are operating. One such classification is the Anglo-Saxon model (that applies to the United Kingdom and the United States) and, the other, the Rhineland model (that applies to Germany and some other continental European countries).
The Anglo-Saxon model of governance is characterized by widespread shareholding of equity and a stress on financial objectives by the companies. A typical company is one that is represented by a large number of shareholders at arms-length (hence the model is sometimes referred to as the "outsider model"). The objective of the governance system is to set up rules and guidelines so that board members and executives work to maximize shareholder wealth. Shareholders are viewed as the "risk takers" of the company.
The Rhineland model is characterized by a significant holding by a parent company and outside shareholders represent a smaller portion of the equity. This model is based more on a "socially correct" market economy. In fact, individual companies within a particular company group can be viewed as an "internal market", both in terms of financial and other resources such as labour and intellectual properties. Hence, cooperation is stressed. Shareholders in this system are generally stable partners and relatively longer-term investors as compared with the Anglo-Saxon model. Shareholders are viewed as "partners" of the company.
The Rhineland model also presents a difference in the structure of the board of directors. German companies, for instance, are comprised of a dual board system: a supervisory board that is responsible for strategic decision-making, and a managerial board that is responsible for the execution of the day-to-day strategies (a broadly similar system is present in the Japanese corporate system).
The OECD principles cover five aspects of governance: (a) the rights of shareholders; (b) the equitable treatment of shareholders; (c) the role of stakeholders in corporate governance; (d) disclosure and transparency; and (e) the responsibilities of the board. Table 2 provides a summary of the main issues in each of these five areas.
II. CORPORATE GOVERNANCE IN SOME ASIAN COUNTRIES
The OECD principles attempt to act as a common platform from which each individual country starts to build the codes of best practice most suitable for the specific issues faced by that particular country. The OECD also recognizes that corporate governance should be an evolutionary process and be adjusted as new issues emerge in the capital markets.
As corporate governance is the product of a complex set of cultural, economic, and social issues and that the governance structures of corporations differ from country to country, it is appropriate that corporate governance guidelines and practice codes be designed and adopted by each constituent country. In the end, corporate governance should produce an environment within each country that corporations identify with and can adhere to in their decision-making processes. In Asian countries, the interest in corporate governance has been sporadic but has stepped up in the late 1990s following the 1997-1998 crisis. Subsequent to the outbreak of the Asian currency crisis in 1997, the flow of capital from foreign investors suddenly dried up, leading to intense liquidity problems in local capital markets and a real impact on the economy due to insufficient capital and investor apprehensions. From a national perspective, the promotion of good corporate governance serves two important purposes in the development of local and regional capital markets. First, local equity markets play a central role when there is a lack of foreign capital. Good corporate governance promotes the development of local equity markets and reduces the reliance on foreign debts. Second, institutional investors usually constitute the majority of foreign investors. Improved corporate governance provides a higher level of investor confidence from international investors and thus increases the stability of local equity and other capital markets. There are thus significant benefits flowing from good governance to the Asian corporate setting. The most significant is the reassurance of investor confidence, especially for foreign institutional investors. In the long run, good governance leads to the stable development of local capital markets since foreign capital becomes more "patient".
Studies have stressed several factors that contribute to an environment that nurtures good governance: (a) laws that define and protect private property rights; (b) laws that protect and enforce contractual rights, such as contracts between lenders and borrowers; (c) laws that protect against fraud and unfair and deceptive trade practices; (d) centralized banking laws; (e) bankruptcy laws; and (f) a competent, ethical, politically independent judiciary. Other studies suggest that sound corporate governance enhances stable and low cost capital formation. To preserve this benefit, measures taken should include (a) corporate management to prevent fraud, waste, and inefficient use of corporate assets; and (b) disclosure of relevant information using consistent and comparable accounting and auditing standards.
Value of good corporate governance
Studies have provided evidence in support of the real value of corporate governance to corporations. McKinsey & Company conducted an investor opinion survey on a sample of local and foreign institutional investors in 2000 and 2002. The study was addressed to a large group of institutional investors in each of the economies studied to see if the investors were willing to pay a premium for good governance and if yes, the magnitude of the premium. Table 3 provides a summary of the key results in the McKinsey study. An overwhelmingly large percentage of the respondents stated that they were willing to pay a premium for companies with good governance structures. In 2000, on average, 83.5 per cent of the investors included in the study were willing to pay a premium for well-governed companies while 81 per cent were willing to pay a premium for well-governed companies in Europe and 89 per cent in Asia. These numbers provide a clear indication of the positive value of good corporate governance practice. This benefit of a supposedly higher firm value is even more pronounced in Asia. However, there is sign of improvement in that the percentage of investors that were willing to pay a premium for well-governed companies decreased in Asia in the 2002 survey. With regard to the magnitudes of premiums that investors were willing to pay, it appears that there is a pattern that the value of good corporate governance is higher for economies where the quantity and quality of information available to investors is inadequate. For example, in 2000, the average premium in OECD economies was 19.2 per cent, compared with the average premium of 24.4 per cent in non-OECD Asian economies. The highest level of premiums was prevalent in Indonesia (27 per cent) and Thailand (26 per cent), both countries heavily affected by the withdrawal of foreign investment capital during the Asian currency crisis of the late 1990s. In 2002, the average premium for OECD economies was 14.6, compared with the average premium of 21.2 per cent in non-OECD Asian economies. We observe that there was some improvement in both OECD and non-OECD economies in Asia on the average premiums of those investors willing to pay. The highest level of premiums still applied to Indonesia (25 per cent) and Malaysia (22 per cent). The premium for Thailand had declined to 20 per cent, possibly due to slow progress with corporate restructuring in the post-1997 period.
Convergence and divergence of Asian codes
Given the common awareness and recognition of the benefits of sound corporate governance, many factors exist that stimulate the convergence of corporate governance codes with international standards. A set of factors is suggested by the literature to affect the convergence of governance:
• Enhancing shareholder value as the or a primary focus of companies •
The need for non-executive and independent non-executive directors to provide an "outside" view on strategic direction • The usefulness of board committees responsible for audit, nomination and compensation and comprising a majority of independent directors • The importance of higher levels of information disclosure from listed companies • Allowing or encouraging institutional investors to act as a check against management A specific example of convergence in governance standards in Asia is the development of audit committees. The series of events can be summarized as follows:
• 1989 -Singapore mandated the adoption of audit committees following the collapse of a major conglomerate and a market crisis in the mid-1980s • 1994 -Malaysia followed suit • 1998 -Thailand announced that all listed companies must form audit committees by December 1999 • 1999 -the Republic of Korea also made audit committees mandatory for the listed subsidiaries of the top 30 conglomerates
There are other examples of divergence, including:
• The "stakeholder" concept: some countries (China, the Republic of Korea, Japan and Thailand) adopt the concept of stakeholders in their governance principles, whereas Singapore and Malaysia stress the social importance of corporations, but do not emphasize stakeholders in the context of governance 
III. CHARACTERISTICS OF ASIAN CAPITAL MARKETS
In many aspects, Asian equity markets are very different from major equity markets in the developed, western countries. Characteristics include smaller capitalization, smaller size of capital raised, relatively infrequent turnover and a concentration of ownership. These characteristics have a bearing not only on how corporate governance standards can be raised but limit the impact of reforms on the overall nexus between investors and the development of the economy. Table 4 presents summary information for market capitalization of 7 major stock exchanges of OECD countries (including Japan) and 10 emerging stock exchanges in Asian economies. The data are taken from the database of the International Federation of Stock Exchanges, which is a federation of 49 stock exchanges worldwide. As of the end of 2002, the world capitalization of all 49 exchanges was US$ 23 trillion. The largest two stock exchanges as at end-2002 were the New York Stock Exchange (NYSE) and the Tokyo Stock Exchange, representing capitalization of US$ 9.0 and US$ 2.1 trillion, respectively. Taken together, the NYSE and the Tokyo Stock Exchange accounted for US$ 11.1 trillion total capitalization, or 48.6 per cent of world capitalization. The combined capitalization of NYSE, NASDAQ, Tokyo, London, Frankfurt, Euronext, and Toronto was US$ 17.7 trillion, or 77.5 per cent of world capitalization. Within the set of Asian (plus Australia) stock exchanges, Hong Kong, China was the largest with a capitalization of US$ 463 billion, followed by Australia (US$ 380 billion). Other relatively large exchanges were Taiwan Province of China (US$ 261 billion), Republic of Korea (US$ 216 billion), and Kuala Lumpur (US$ 123 billion). Taken together, the 10 Asian exchanges accounted for US$ 1,660 billion, which was less than the size of the London Stock Exchange. Table 5 presents information on the amount of funds raised in stock exchanges in selected economies in the years 2001 and 2002. It should be noted that the year 1999 was an exceptionally good year for telecommunications, media, and technology (TMT) stocks, and a significant part of equity raising worldwide was related to TMT companies. Overall, the year 2002 saw a decrease in equity raising activities. The world portfolio (FIBV total) saw a 21.8 per cent decrease in capital raised. The 7 stock exchanges in OECD member countries (NYSE, NASDAQ, Tokyo, London, Frankfurt, Euronext, and Toronto) experienced a 40.4 per cent decrease in capital raised, whereas the 11 Asian stock exchanges (excluding Japan) experienced a 58.3 per cent increase. As a percentage of total capital raised, the OECD exchanges played a very substantial role in 2002. Total capital raised in the 7 OECD exchanges totaled US$ 153 billion, representing 58.3 per cent of the world total. This proportion had shown a significant decrease from the previous year, in which the 7 exchanges raised 76.5 per cent of all capital raised. The Asian exchanges also showed a significant increase in capital raised. Total capital raised in 2002 was US$ 43.6 billion, representing 16.2 per cent of the world total. This was also a significant improvement from 2001 in which the same group of exchanges raised 8.0 per cent of the total capital raised in all exchanges. NYSE and Euronext both showed decreases in capital raised. In 2002 a total of US$ 46 billion (or 17.7 per cent of capital raised globally) was raised in NYSE, and a total of US$ 34 billion (or 13.0 per cent of capital raised globally) was raised in Euronext. It should be noted that more than 60 per cent of the funds raised in NYSE were raised by newly listed firms in the form of initial public offerings (IPOs), while a majority of the funds raised in Euronext were raised by already listed firms. In Asian economies, the most significant increase was in the Philippines Stock Exchange, with total equity raised of US$ 786 million compared to US$ 143 million in 2001. This increase, however, was mainly attributable to the sharp decline in capital raised by Indonesian companies during the Asian currency crisis. Other than the Philippines Stock Exchange, significant growth in capital raised was found in the Kuala Lumpur Stock Exchange (379 per cent) and the Colombo Stock Exchange (361 per cent). On the other hand, the Thailand Stock Exchange showed a decline in the capital raised. Data presented in table 5 suggest the weak capital raising capabilities in Asian stock exchanges. While 1999 was a banner year for stocks, it appeared that the larger stock exchanges and the ones with more TMT related companies (which were hot during 1999) received the majority of the benefits in capital raising capabilities. A significant number of Asian member economies still lack such capabilities. Table 6 provides a summary of the importance of national stock markets in 2001 measured by the percentage of stock market capitalization as a percentage of GDP using data from the IMF database. This indicator shows the significance of the finance sector as represented by the stock market in the provision of funding for corporate development. The general rule is the higher is the percentage of the stock market capitalization to GDP, the larger is the share of the stock market in representing the general economy in the country. The sample of six OECD stock markets had a high percentage of the stock market to GDP ratio of 97.9 per cent. The highest ratios were in the United Kingdom (152.2 per cent) and the United States (137.1 per cent). The countries that had lower ratios include Germany (58.1 per cent) and Japan (55.4 per cent). For the sample of 11 Asian member economies, the stock market capitalization to GDP ratio was significantly lower. The average ratio for the 11 was 85.7 per cent. Those with the highest ratio were, respectively, Hong Kong, China (312.8 per cent), Singapore (137 per cent), Malaysia (135.1 per cent), and Australia (105 per cent). 4 The countries with the lowest ratios were, respectively, Sri Lanka (8.5 per cent), Indonesia (17.5 per cent), and Thailand (31.3 per cent).
Market capitalization
Capital raised
Significance of the stock market
A brief conclusion drawn from the figures in table 6 is that certain non-OECD economies are characterized by relative underdevelopment in capital markets. This property is the case even for Japan, which represents the second largest national stock market (after the United States, as indicated in table 4) in the world. The stock market in Japan remains a relatively small representation of the size of the national economy and it was basically a closed market until the late 1980s. The other emerging markets in Asia show a similar pattern of underdevelopment in capital markets. In general, corporate governance develops hand in hand with the capital market system. With relatively underdeveloped capital markets, these economies will 4 Hong Kong, China should also have a high stock market to capitalization ratio. However, such information was not available in the IMF database. be faced with additional issues in designing and enforcing the appropriate corporate governance rules. A significant number of investors in stock markets can be referred to as "day traders". Typically these investors made their investment decisions not on company fundamentals but on the dynamics of the stock market index or individual stock prices. The implication of the rise of day traders was that a larger portion of the investment community pays little attention to the actual investment value of the underlying company. It is unlikely that these investors would pay much attention to the detail of the governance of the companies. The generalization we can draw from the turnover behaviour is that when short-term stock market performance is good, more investors tend to focus on issues related to investor psychology rather than company fundamentals. The other side of the coin is that when the stock market is behaving poorly, the stock exchanges (which are an integral part of promoting corporate governance) will become resource-constrained as their income is mainly derived from the volume of stock turnover. As far as corporate governance is concerned, the objective is to set a long-term goal, which is independent from fluctuations in the stock market.
Stock turnover
Market depth
Market depth refers to the level of liquidity in a stock market and the possibility that a significant block of shares can be sold with a mild impact on the stock price. Market depth is especially significant for foreign investors, who are characterized by: (a) a general lack of knowledge in local, social, political, and cultural factors that might have an impact of the stock market; (b) dominated by institutional investors that rely heavily on indirect research from their brokers; and (c) generally have substantial holdings of equity that might suffer significant losses in the event of a market-wide decline on their portfolio holdings. Tables 7 and 8 provide some insight on the degree of market depth for various OECD and Asian stock markets. Table 7 reports turnover value by local and foreign investors in 2001 and 2002. Table 8 reports the average amount traded per day, the average number of transactions, and average value of transactions in these markets. Table 7 reports that in 2002 the sample of OECD stock exchanges had a total turnover of US$ 26.5 trillion, or 93.6 per cent of all turnover in the exchanges represented in the table. Among these figures, an average of 12 per cent of turnover was in the stocks of foreign companies (i.e., listed companies from a country other than the country of the stock exchange). The London Stock Exchange was the most international exchange with US$ 2.1 trillion or 52.8 per cent of turnover in foreign companies. Japan was the least international market with turnover in foreign companies representing US$ 518 million or a mere 0.03 per cent of turnover. In the Asian stock markets, total turnover in foreign companies was US$ 6.6 billion, representing 0.3 per cent of total turnover. Only New Zealand had a significant portion of turnover in foreign companies. In 2002, 14.4 per cent of turnover in the New Zealand Stock Exchange was in foreign companies, compared with 13.3 per cent in 1998. All other exchanges had a percentage close to or less than 2 per cent. Table 8 Overall, the Asian stock exchanges are characterized by low market depth and small transaction size. These features are also related to the dominance of small individual investors. For example, the Republic of Korea (with 788,770 transactions per day) and Taiwan Province of China (with 690,540 transactions per day) were both heavily represented by local individual investors. Experience has shown that markets, which are heavily represented by individual investors, are often associated with a lack of interest in corporate governance. In general, individual investors are less informed than institutional investors and do not intend to participate in governance activities such as voting in determining corporate matters.
IV. ISSUES IN CORPORATE GOVERNANCE IN ASIA
Regulatory system of stock markets Table 9 provides an overview of the regulatory bodies and clearing settlement organization for OECD and Asian stock markets. The institutional set-up of the regulatory bodies and the clearing and settlement arrangements provide the framework in which stock trading takes place. Many Asian countries have established regulatory bodies for their stock markets. In addition, many have passed a number of laws with respect to the operations of the capital markets. The objective of setting up the regulatory bodies and enacting the laws has been to facilitate stock trading in the local market. However, such institutional settings have usually focused on the mechanism of stock trading and have given less attention to corporate governance issues such as investor protection.
Family ownership
Unlike the OECD model of diverse ownership and separation of the board (led by the Chairman) and management (represented by the Chief Executive Officer), Asian listed firms exhibit a clear pattern of concentration of ownership and convergence of major shareholding and management. It is conceivable that a number of corporate governance issues that have arisen in the western model do not apply fully in the Asian setting of concentrated ownership. For example, the issue of board composition (such as number of independent non-executive directors) might not necessarily provide a strong system of checks and balances between the interest of the major shareholder and that of the minority shareholders. Since directors are elected by the controlling shareholders, it is unlikely that the number of non-executive directors will provide an adequate degree of monitoring of the majority shareholders or be able to exert a strong influence on major corporate decisions. The role of such non-executive directors, however, may serve an advisory purpose in the decision-making process. Another issue concerns executive compensation in closely held companies. The standard argument in the executive compensation literature is based on the view that the management team, in particular the Chief Executive Officer, normally holds a negligible stake in the equity. 5 As a result, conflicts of interest between the shareholders and management could arise. However, in the event that the controlling shareholders also hold major executive positions, the majority shareholders/managers will bear a larger share of the cost of potentially excessive compensation and lack of monitoring of the management team.
5
This argument is especially valid in large American corporations. Studies have shown that in these corporations the management team as a whole typically owns less than 5 per cent of the equity. The difference in the ownership structure has the implication that executive compensation might not be a significant issue as in the case of OECD companies. For example, the major shareholder/manager who singly owns 51 per cent of the equity will have to bear 51 per cent of the wealth effects of corporate decisions. The implication for their personal wealth of excessive compensation and other suboptimal corporate decisions will be much more intense than for the typical CEO in OECD companies who owns a much smaller share of equity. Table 10 summarizes a study on a sample of 1,740 Asian listed companies carried out by Finance Asia. This sample covers approximately 78 per cent of companies in the economies studied in terms of market share. The study defines a company as "family-owned" if the percentage of equity owned by the members of a family exceeds 20 per cent. 6 Table 10 shows that approximately 58.0 per cent of all Asian companies (by market capitalization) can be classified as being family-owned. The profile of family ownership is fairly consistent throughout the various countries and economies. Malaysia and Hong Kong, China show the highest degree of family ownership, with 67.2 per cent and 66.7 per cent of total market capitalization controlled by family groups. The lowest level of family ownership is in the Philippines with 44.6 per cent of market capitalization owned by family groups. 7 Table 10 also reports the market value of companies controlled by the top five and top 10 families. The top five families control an average of 27.9 per cent and the top 10 families control 35.6 per cent of market value, respectively. The Philippines show the highest level of control by the top five families with 42.8 per cent. Thus, a very large percentage of the stock market capitalization in the Philippines is in fact controlled by the top five families. The lowest level of control in the top five families is in Taiwan Province of China with 14.5 per cent under family ownership.
Studies in Asian corporate ownership have indicated that if the controlling owner is first generation this is likely to have a significant bearing on corporate governance issues. In general, the first generation majority shareholder/manager is more likely to show a high degree of entrepreneurship and risk tolerance. Since the majority shareholder bears a significant portion of the wealth risks, his/her interests would be better aligned with the overall value-maximizing objective of the company. In the event that the controlling family members are the second or third generation of 6 The figures in table 10 include direct and indirect ownerships by family members. In general, family holding can be direct ownership by individual members, or through a family trust. In the past decade ownership through a family trust is becoming popular in Asian countries. Since the studies on ownership include both direct (through each family member who might individually own less than 5 per cent and may not be required to be disclosed) and family trusts, the efforts in tracing precise ownership figures involve laborious work which can be subject to underestimation of actual level of ownership (e.g., due to the exclusion of some family members).
the family, control of the shares is conceivably more diffused among the various family members. This feature may lead to a number of outcomes. Either the second (or third) generation members are better educated and professionally more trained to further develop the company or they might make a lesser effort to manage the company and attempt to obtain excessive compensation packages. The studies on these intricate issues, however, are still limited and no definitive conclusions are possible.
The most significant corporate governance issue caused by the family ownership of Asian corporations is the alignment of interests between the majority shareholder and the minority shareholders. This issue is even more significant given the lack of uniform accounting standards and sufficient disclosure of information. pursue policy objectives (such as infrastructure development) that are not necessarily aligned with minority shareholder interests. Another significant issue is group ownership of companies in Japan and the Republic of Korea. In Japan the keiretsu present a unique closed system of internally monitored corporate settings. This model closely resembles the chaebol in the Republic of Korea. The group companies are characterized by interlocking cross-holdings of equity, and outside monitoring is difficult. Until recently, these models had played significant roles in the stock markets in Japan and the Republic of Korea. Studies have suggested both the merits and deficiencies of the internal monitoring model of group companies. The major advantage of this model is that the internal system and resources allow the group companies to pursue long-term operating goals and not be diverted by the short-run fluctuations in the stock markets. The main drawback, on the other hand, is that there seems to be a lack of monitoring mechanisms in case the goals pursued are inconsistent with economic reality. Traditionally, the keiretsu and the chaebol have been keen to pursue market leadership and revenue generation rather than short-term profit maximization as such. These objectives might not be consistent with minority shareholders' interests when the overall product market could be changing in ways that require rapid adjustments to the business plan for specific products.
State and group ownership
Accounting and audit standards
A common problem in information disclosure is the lack of uniformity in the accounting and audit standards among the Asian member countries. Historically, each member country might have developed its own set of accounting standards. As the accounting system involved both objective and discretionary items, it would be challenging to come up with a common basis of comparison across different economies. The accounting systems of Singapore, Malaysia and Hong Kong, China originated from the accounting system in the United Kingdom. These three economies represent the closest set of accounting standards to investors. Other economies have had a different historical development in their accounting and auditing systems. The relevant issues in disclosure include the quantity and quality of information obtained by investors. The objective of accounting disclosure is to provide investors with an adequate level of information to make investment decisions. One potential problem is that firms may only disclose aggregate profit figures, which do not indicate how the net profits are arrived at. This problem is more significant for conglomerates that have investments in more than one sector. Investors may have no clue on the relative performance of the operating units in the respective sectors. In addition, the net profit figure includes a provision of reserves for doubtful debts, among other discretionary items. The adoption of a different policy on the treatment of such discretionary items can have a significant impact on the net profit figure making cross-country comparisons very difficult indeed.
Second board of stock exchange
Since the market boom of technology companies in NASDAQ beginning in the mid-1990s, the stock exchanges in many countries became interested in developing NASDAQ-style stock exchanges. The objective of setting up these exchanges is to allow growth-oriented companies, particularly technology companies, to raise funds and develop their operations. There are two main features of the companies that attempt to be listed on the second boards of stock exchanges. First, these companies tend to be young companies with a limited operating record. Second, most of the companies are still in their development phase and do not have operating profits. Table 11 summaries the number of listed companies, market capitalization and turnover in the second boards of three European and seven Asian markets. In terms of the number of listed companies and market capitalization, the London AIM stock market is the most significant. It may be of interest to note that in 2002, there were two second boards in Paris, the Second Marché and the Nouveau Marché. There were 372 listed companies (five of them were foreign companies) on the Second Marché with a market capitalization of US$ 45.2 billion. The Nouveau Marché included 111 companies (seven of them foreign) with a market capitalization of US$ 4.9 billion. The Neuer Markt of the Deutsche Börse had 201 listed companies (33 of them foreign) in 1999 with a market capitalization of US$ 46.6 billion.
Among the Asian countries, Malaysia and Singapore were the pioneers in developing their second boards. In 2002, 292 companies were listed on the Kuala Lumpur Second Board with a market capitalization of US$ 4.2 billion. The SESDAQ in Singapore had 117 listed companies representing US$ 1.7 billion of market capitalization. The emergence of second boards in Asian countries presents a number of corporate governance issues. First, companies listed on the second boards are mainly technology and Internet companies with an intrinsically high level of operating risk. It is conceivable that a fair number of these firms will not survive. In fact, the respective exchanges usually put forth a "buyers beware warning" with respect to second board companies. Hence, it is plausible that the high-risk nature of the second boards will induce investors to be even more cautious in making their investments. Second, these companies are typically young firms with a lack of operating history. Some companies might have a management team that was recently assembled. While a major concern on Asian markets is the usefulness of accounting figures, it is even more difficult to interpret the accounting figures of second board companies and make projections of how the companies would perform in the future. Third, many of the Asian countries were enthusiastic in launching their second boards, but the mechanism of delisting these firms is lacking. Without an effective delisting mechanism, the second board markets may be represented over time by an increasing number of "bad" firms, and investors may further shy away from these markets. Second boards also present a positive message to enhancing corporate governance. In general, second boards require that all firms report their financial figures on a quarterly basis. Compared to the more popular semi-annual reporting in most main boards, the second board companies are required to provide more timely disclosure of the financial performance of their companies.
Legal system and enforcement
The Asian stock exchanges have experienced a developmental stage in which the securities laws were derived from the company law and other laws and ordinances. In many cases laws were passed on a gradual basis and a coherent framework of laws governing stock dealing and corporate governance might not be immediately recognizable or available. More importantly, there is a lack of clarity in individual member countries in the areas of enforcement and jurisdiction of certain activities that can lead to a negative impact on minority shareholders. Such activities include illegal practices such as undisclosed related-party transactions, self-dealing (of shares), insider trading and bribery. The legal system in Asian countries may also present obstacles for enforcing proper corporate governance principles. For example, it could be technically difficult and costly for minority shareholders to bring lawsuits against the corporate insiders who have allegedly violated their fiduciary duties. Such lawsuits are extremely rare in Asian countries. Similarly, class actions from a group of minority shareholders are also technically difficult to pursue in most Asian jurisdictions.
An exception can be found in the Republic of Korea in which an institutional investor, Newrich Capital, successfully brought a lawsuit against the former management of the Korea First Bank in 1999. This was conceivably the first of similar lawsuits that was won against corporate insiders in the Republic of Korea. Should more efficient enforcement be available, the threat of potential legal actions would almost certainly promote effective corporate governance. However, there is always a debate on how far the enforcement should go to promote good governance practices while preserving the flexibility of corporate managers to pursue value-maximizing operations. An example can be illustrated by the enforcement in Hong Kong, China. Traditionally, insider-dealing cases were handled by a semi-official Insider Dealing Tribunal with limited jurisdiction and involved a lengthy process. In 1999 the Government of Hong Kong, China proposed a new consolidated securities bill that, among other things, called for the enhancement of the enforcement power of the Securities and Futures Commission (SFC) and higher levels of responsibilities of corporate directors. One item concerns the possible criminal responsibilities of the directors of brokerage companies. The proposed draft law stated that directors were liable under criminal law. The proposal generated a significant reaction from the investment community. One possible scenario is that international investment companies might have directors overseas and appoint an arms-length operation in Hong Kong, China. The legal liability under the proposal would be significant enough to deter international investment companies from setting up their operating arms in Hong Kong, China. As a response to the reactions, the law was subsequently revised, including leaving the burden of proof to the SFC.
One point worth noting is that unlike the OECD markets in which much of the basic protection for investors is offered by their legal systems and enforcement mechanisms, the Asian markets are characterized by a still developing set of institutions and laws that in theory offer similar protection. As the systems are still evolving it is important to ensure that the legal framework includes the right balance between enforcement and flexibility for both business managers and regulators.
V. CONCLUSION AND RECOMMENDATIONS
This paper represents an initial step in analysing the state of development of corporate governance in several economies of the Asia-Pacific region in the context of the benchmarks offered by standards prevailing in the OECD countries. The paper has attempted to provide a broad evaluation of the major aspects of corporate governance in Malaysia, the Republic of Korea, Thailand and Hong Kong China. These economies, however, do not represent the entirety of the markets that have adopted codes of best practice for corporate governance. Further studies can be extended to other economies (such as Singapore and Indonesia) to provide a more exhaustive comparison of corporate governance codes in the Asia-Pacific region. This study observes that since the late 1990s many Asian countries have made strenuous efforts to draft their corporate governance codes of practice and have attempted to enhance their corporate governance standards. The ultimate goal of corporate governance is to monitor the behaviour of the board in making management decisions that are in alignment with general shareholder interests. Since the corporate finance environments differ widely across the various Asian countries with respect to legal, regulatory, economic, social and cultural factors, it is obvious that a single standard would not apply to all Asian countries.
Given this background, there are two issues concerning the development of corporate governance practices: enhancement of standards within each country and convergence of standards over time across different countries to integrate national markets in this area. The overall view is that the two issues should be dealt with simultaneously. On the operational side, however, we are in favour of the view that each individual country should work to step up its own standards before a unified Code of Practice can be applied. We note that there is a fundamental difference in the corporate setting between OECD and Asian economies regarding corporate governance issues. The OECD codes are derived from a model of devised ownership of large corporations in which there is a clear separation of ownership and control. In many Asian economies, family control is a common phenomenon and the majority shareholders play a key management role in the company.
Based on this difference, we distinguish that in the OECD model the primary requirement is monitoring corporate management that often has insignificant ownership of the relevant firms' equity. In the Asian model the key issues are to bridge the information gap between corporate insiders and investors, and to mitigate the potential conflict of interest between the majority shareholders and other minority shareholders. Another major distinction between OECD and Asian economies is in the degree of participation by institutional investors. In OECD countries, institutional investors hold a substantial portion of publicly traded equities and have a strong interest in timely and accurate information and assurance of good corporate governance practice. In Asian countries, however, institutional investors typically represent a small portion of stock market activities. Corporate managers hence may not see an immediate need to impose corporate governance policies. Studies have suggested that there is a demand for good governance practice and good governance could be rewarded by a premium paid by investors. On macroeconomic considerations, good corporate governance will contribute to the stability of the local equity market since investors, in particular foreign institutional investors, will have a greater interest to commit long-term funds to the local market. Such a commitment will be beneficial to long-term economic development in Asian countries. On the basis of the foregoing our recommendations are the following:
Short-term recommendations
Disclosure of information: we propose that one of the more immediate needs is to allow investors access to timely and accurate information on the financial and non-financial aspects of the corporations. The following measures to reinforce fair and accurate information disclosure would be relevant:
• Accounting boards and the audit profession should review the standard and format in which financial information is disclosed. Efforts should be made on a country-by-country basis and also on a regional basis since the reporting format can deviate fairly substantially across different countries.
•
The stock exchange is usually the primary regulatory institution concerning the quantity and quality of information disclosed by listed companies. The stock exchange and the other regulatory bodies can work to review and impose whether the information disclosure is sufficient and make changes when necessary.
In several countries the presentation format of information disclosed is in technical or professional terms that are difficult for the average investor to understand. Stock exchanges and regulatory bodies should work to simplify the language of such information so that investors can have a reasonable understanding of the meaning of the information.
We suggest that external auditors should take a more active role to reinforce the auditing profession and stress the areas in which investors should take note.
The current status is that many Asian countries have adopted governance guidelines and codes of best practice. However, it remains to be seen if listed corporations can, or will, follow these guidelines and codes. An effective means to facilitate the adoption of these practices is to have the regulatory body that would require corporations' compliance to these practices. Also, the regulatory body should have the power to enforce such practices in listed companies. Regulators should take a consistent standard to apply to all listed companies so that corporate managers can identity with the new guidelines.
Medium-term recommendations
Education. A significant element in promoting good governance practices is that corporate board members need to voluntarily participate in the process. Therefore, local Governments and regulators need to establish education programmes so that good governance becomes a common practice in the investment community.
Studies on corporate governance issues. There is a common pattern of an inadequacy of case studies on the abuse of the existing governance rules. Owing to this insufficiency, regulators cannot use real life examples and devise adequate rules and regulations to prevent such poor practices from happening. It is also because of this inadequacy that regulators might have the intention to "import" the OECD rules and try to apply them to their local markets. We suggest that regulators and academic institutions (e.g., law faculties and business schools) initiate to build local libraries of corporate governance case studies. The information from this documentation will enhance the promotion of good corporate practices in the legislative process and also in other education programmes.
Long-term recommendations
High-level discussions on standard setting. The long-term sustainability of promoting good governance practices requires that high-level support from the Government, regulatory bodies and stock exchanges is present. We suggest that high-level forums and conferences on corporate governance be organized on a regular, i.e., annual, basis. These activities will form a major component in building awareness and a positive culture for corporate governance.
